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1.1BRARV  OF 

THE  HC^ORW'  Cl  l*f» 
SOUND  CU»N*NCY  CCM^lTT**- 
62  William  *t.,  W«*n  rotk. 


CLEARING  HOUSE  LOAN  CERTIFICATES,  HOW 

ISSUED  AND  WHY. 

IN  the  regular  course  of  its  daily  business  each  bank  in  any  of 
our  large  cities  receives  checks  drawn  on  other  local  banks. 
How  shall  these  checks  be  promptly  presented  for  payment 
and  how  shall  the  settlement  of  the  claims  of  each  bank  upon  all 
the  other  banks  be  effected?  The  answer  to  these  questions 
has  been  found  in  the  establishment  of  the  Bankers’  Clearing 
House.  Prior  to  1853,  the  settlement  of  the  balances  between 
the  several  banks  of  New  York  City  involved  considerable  con- 
fusion, much  loss  of  time  and  great  inconvenience  and  risk. 
The  checks  held  by  each  bank  against  the  other  banks  were 
presented  for  payment  at  the  counters  of  the  several  insti- 
tutions, and  large  sums  of  money  changed  hands,  to  be  carried 
through  the  streets  from  bank  to  bank  by  porters  and  mes- 
sengers. 

Since  1853,  the  simple  machinery  of  the  Clearing  House  has 
effected  these  settlements,  and  has  made  it  possible  to  settle 
exchanges  amounting  to  thousands  by  the  use  of  a few  hun- 
dred dollars  of  money,  to  liquidate  obligations  running  up  into 
the  millions  by  the  actual  transfer  of  a few  hundred  thousand 
dollars.  Thus  the  settlement  of  $103,424,953.62  average  daily 
exchanges  in  New  York  City  is  now  effected  by  the  daily  trans- 
fer of  but  $6,300,006.26.  In  times  of  panic  the  use  of  Clearing 
House  Loan  Certificates  still  further  reduces  the  need  for  actual 
money  in  adjusting  the  balances  due  from  one  bank  to  another, 
by  furnishing  a method  by  which  the  daily  payment  of  balances 
may  be  made  in  credit  instruments  and  not  in  money. 

In  the  United  States  weekly  returns  are  now  rendered  by  83 
Clearing  Houses,  in  which  the  method  of  settling  balances  is  not 
at  all  uniform.  In  the  largest  cities  the  payments  are  usually 
made  in  lawful  monev.  This  of  course  excludes  silver  certifi- 
cates  and  national  bank  notes,  although  any  form  of  currency 
is  accepted  in  some  places.  In  many  of  the  smaller  clearing 
houses  the  balances  are  paid  by  drafts  on  New  York  City  banks. 
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While  payment  in  lawful  money  is  perhaps  preferable,  any 
form  of  payment  satisfactory  to  all  the  members  may  be 
adopted  by  any  Clearing  House.  With  ample  reserves,  the 
banks  can  freely  use  their  specie  and  currency  to  pay  the  bal- 
ances resulting  from  the  daily  exchanges  of  the  clearing  house. 
With  diminished  reserves,  their  specie  and  currency  must  be 
saved  for  their  business  dealers,  and  another  medium  used  in  the 
settlement  of  obligations  between  the  banks  themselves.  Under 
normal  conditions  the  balances  at  the  New  York  Clearing 
House  are  paid  either  in  gold  coin,  legal  tenders.  United 
States  legal  tender  certificates.  United  States  gold  certifi- 
cates, or  Clearing  House  gold  certificates.  The  first  two 
are  by  statute  legal  tender  for  the  discharge  of  all  debts. 
The  last  three  are  not  legal  tender,  and  are  in  efifect  warehouse 
receipts,  issued  by  the  United  States  Treasury  against  deposits 
of  gold  and  legal  tenders  or  by  the  Clearing  House  against 
deposits  of  gold  only.  Such  receipts  have  in  recent  years  been 
the  means  of  settlement  most  frequently  adopted.^  Under 
panic  conditions  these  warehouse  receipts  take  on  a somewhat 
different  form.-  The  Government  ceases  to  act  as  warehouse- 
man, and  the  Clearing  House  alone  issues  the  warehouse 
receipts.  Its  Loan  Committee  receives  securities  on  deposit 
instead  of  gold,  and  issues  therefor  its  certificates  of  deposit. 
These  certificates  are,  in  common  parlance,  “Clearing  House 
Loan  Certificates,”  and  are  analogous  to  the  Clearing  House 
gold  certificates  of  common  usage. 

The  latter  are  issued  against  the  deposit  of  gold,  and  are  non- 

^During  the  year  ending  October  ist,  1897,  the  debit  balances  at  the  New 
York  Clearing  House  were  paid  as  follows  : 

U.  S.  gold  coin,  141,000.00 

U.  S.  bearer  gold  certificates,  ....  41,000.00 

Clearing  House  gold  certificates,  . . . i3>735>ooo-<^ 

U.  S.  Treasury  notes,  .....  71,260,000.00 

U.  S.  legal-tender  certificates,  ....  1,100,065,000.00 

U.  S.  legal-tenders  and  change,  . . . 723,659,897.67 

Total,  .....  $1,908,901,897.67 

5 In  the  year  ending  October  ist,  1893,  $229,783,000  debit  balances  in  New 
York  were  paid  by  Clearing  House  Loan  Certificates. 
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interest-bearing.  The  loan  certificates  are  issued  against  the 
deposit  of  approved  securities,  and  bear  interest. 

The  interest  is  fixed  at  such  a rate  as  will  ensure  the  speedy 
retirement  of  the  obligation,  as  soon  as  the  special  demands 
which  called  for  its  issue  have  been  satisfied.  The  certificates 
are  issued  under  the  approval  of  the  Loan  Committee  to  the 
amount  of  75^  of  the  value  of  the  securities  deposited.  Against 
’ government  bonds  receipts  are  sometimes  issued  up  to  80^  or 

even  100^  of  their  full  par  value.  In  time  of  financial  peace  a 
bank  will  pay  a debit  balance  at  the  Clearing  House  of,  say 
$75,000  in  United  States  legal  tender  certificates  or  Clearing 
House  gold  certificates.  During  financial  storm  the  same  bank 
will  pay  its  balance  by  means  of  loan  certificates  to  the  amount 
of  $75,000,  having  deposited  with  the  Loan  Committee  bonds, 
or  bills  receivable,  to  the  extent  of  $100,000. 

The  total  balances  of  any  day  may  amount  to,  say  $6,000,000. 
The  banks  whose  reserves  are  greatly  depleted  may  perhaps  pay 
4 their  entire  balances  in  loan  certificates,  while  others  may  be 

disposed  to  use  specie  or  legal  tenders.  The  total  balance  of 
$6,000,000  is  paid,  let  us  say,  as  follows: 

Loan  Certificates,  $4,000,000.  Legal  Tenders,  $2,000,000. 

This  balance  the  Manager  apportions  to  the  creditor  banks, 
each  bank  receiving  in  loan  certificates  four-sixths  of  the  amount 
due,  and  in  legal  tenders  two-sixths  of  the  amount.  As  long 
as  the  loan  certificates  are  outstanding,  an  interest  charge  is 
running  against  the  banks  which  have  made  use  of  them,  and 
the  interest,  when  paid,  is  distributed  among  the  several  banks 
which  have  been  carrying  the  loan  certificates  among  their 
assets. 

In  this  way  and  in  this  way  only  do  the  loan  certificates  circu- 
late. They  are  not  in  any  sense  to  be  considered  as  currency 
or  as  bank  notes;  they  are  not  passed  over  the  counter  to  bank 
depositors  or  check-holders;  they  do  not  pass  between  man  and 
man  as  a medium  of  exchange.  They  do  not  in  any  way 
measure,  determine  or  express  the  value  of  commodities,  nor  is 
the  value  of  anything  quoted  in  their  terms.  By  paying  its 
balance  in  loan  certificates,  the  debtor  bank  is  enabled  to  utilize 
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its  r6serve  for  the  benefit  of  its  business  dealers,  instead  of  part- 
,ng  with  it  in  the  settlement  of  a clearing-house  balance. 

The  value  of  the  loan  certificate  lies  in  the  fact  that  it  renders 
effective  the  hank  reserves.  It  makes  new  loans  possible  at  a 
:ime  when  the  public  most  needs  them. 

In  form  the  certificates  issued  by  the  Clearing  Houses  of  the 
several  Eastern  cities  have  been  very  similar.  An  example  of 
the  most  familiar  one  reads  as  follows: 

'Jo $20,000. 

Loan  Committee  of  the  New  York  Clearing-House  Association, 

New  York. 

1890. 

This  certifies  that  the  (name  of  bank)  has  deposited  with  this  committee  secu- 
ities  in  accordance  with  the  proceedings  of  a meeting  of  the  Association  held 
Sfovember  II,  1S90,  upon  which  this  certificate  is  issued.  This  certificate  will 
>e  received  in  payment  of  balances  at  the  clearing  house  for  the  sum  of  twenty 
housand  dollars  from  any  member  of  the  Clearing  House  Association. 

On  the  surrender  of  this  certificate  by  the  depositing  bank  above  named  the 
rommittee  will  endorse  the  amount  as  a payment  on  the  obligation  of  said  bank 
leld  by  them,  and  surrender  a proportionate  share  of  the  collateral  securities 
leld  therefor. 

^20,000. 


Committee, 

Almost  the  same  phraseology  is  used  in  the  loan  certificates  of 

Boston  and  New  Orleans.  The  Baltimore  certificates  are 

dightly  different,  and  read  as  follows: 

No Baltimore  Clearing  House. 

Baltimore, 1893. 

This  is  to  certify  that  the  (name  of  bank)  has  deposited  with  the  com- 
m mittee  appointed  by  the  Associated  Banks  on  June  24th,  1893,  Approved 
o Securities,  which  are  held  as  a special  deposit  to  secure  the  redemption  of 
this  certificate  in  compliance  with  resolutions  adopted  by  said  Banks 
S on  the  day  above  named. 

g This  Certificate  will  be  received  for  the  sum  of  one  thousand  dollars 

3 without  endorsement,  in  settlement  of  balances  resulting  from  the  ex- 

2 changes  between  the  Banks,  will  bear  interest  at  the  rate  of  six  per  cent, 

s per  annum  until  redeemed,  and  will  be  negotiable  only  between  the  Asso- 
2 dated  Banks. 

q $1,000.  


Manager, 
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The  form  used  in  Philadelphia  is  still  different,  but  the  certifi- 
cates have  the  same  character  as  in  the  cities  mentioned. 

In  Detroit,  Buffalo  and  Pittsburgh  the  form  of  the  New  York 
certificates  is  closely  followed.  This  is  still  substantially  the 
same  as  that  used  in  New  York  in  1873,  while  in  the  text  of  the 
Philadelphia  certificates  issued  in  1890  special  reference  is  made 
to  the  agreement  entered  into  on  September  24,  1873,  author- 
izing the  issue. 

The  interest  which  the  loan  certificates  bore  ranged  from  six 
to  nine  per  cent.,  as  follows: 

Rate  per  cent,  of  interest  on  Loan  Certificates. 


1884. 

6 


Cities.  i860.  1873.  1884.  I 

New  York,  7 76 

Boston,  7.3 

Philadelphia,  6 

Baltimore,  __  6 

New  Orleans,  carried  no  interest  in  1873  and  1879, 

Cincinnati,  __  8 

Buffalo, 

Pittsburgh, 

Detroit, 


1890.  1893. 

6 and  %%  for  each  6 
30  days. 

7.3  7.3 

6 6 


6 and  8 
6 
7 


Bearing  a substantial  rate  of  interest,  a policy  of  speedy 
retirement  was  of  course  followed  by  the  banks  for  whom 
they  were  issued.  Self-interest  dictated  a short  term  of  exist- 
ence for  the  certificates,  which  have  seldom  been  outstanding 
for  more  than  four  or  five  months  at  a time. 


New  York  City. 
Issue  year 


Largest  amount  outstanding. 


Date. 


i860. 

$ 6,860,000. 

Dec.  22. 

i86t. 

21,960,000. 

Feb.  7,  1862. 

1863. 

9,608,000. 

Nov.  27  to  Dec,  I. 

1864. 

16,418,000. 

April  20. 

1873. 

22,410,000. 

October  3. 

1884, 

21,885,000. 

May  24. 

1890. 

15,205,000. 

Dec.  13. 

1893. 

38,280,000. 

Aug.  29  to  Sept.  6. 

* All  retired 

in  47  days  except 

about  $7,000,000  issued 

National  Bank, 

which  had  failed. 

Duration  of  Life  of  Loan 
Certificates. 


107  days. 
225  days. 
140  days. 
105  days. 

1 14  days. 
47  days.^ 
87  days. 
133  days. 


The  first  issue  of  loan  certificates  occurred  in  i860.  The 
itatement  of  the  New  York  City  banks  for  August  25th,  i860, 
: bowed : 


Loans,  §130,578,000  Deposits,  §81,989,000 

Specie,  20,119,000  Circulation,  9,142,000 

During  September  and  October  there  was  a steady  contrac- 
■ ion  by  the  banks,  and  by  the  24th  of  November  the  loans 
liad  been  reduced  over  $8,000,000.  Deposits  had  shrunk  to  ^ 

074,035,000  and  the  specie  holdings  were  down  to  $18,759,300. 

Jntil  the  latter  part  of  October  this  contraction  had  not  seri- 
ously affected  the  money  market,  although  it  occurred  at  the 
: eason  of  the  year  when  the  demand  for  money  to  harvest  and 
move  the  crops  was  unusually  heavy.  However,  by  Novem- 
l)er  24th  the  pressure  of  the  situation  had  very  much  increased. 

The  presidential  election,  always  a disturbing  factor,  was  in 
:86o  a cause  of  unusual  anxiety.  During  the  first  week  of 
November  the  banks  expanded  their  loans  by  $2,000,000.  The 
..pecie  reserve  stood  at  22  millions  and  money  was  readily  > 

obtained  on  call  loans  at  five  and  six  per  cent. 

Immediately  after  the  election  of  President  Lincoln  there 
: ollowed  a rapid  decline  in  stocks,  and  money  rates  rose  sharply. 

The  political  situation  in  some  parts  of  the  South  was  causing 
nuch  apprehension  and  a general  feeling  of  insecurity  was 
apparent.  The  banks  were  disinclined  to  make  new  advances 
and  were  requesting  payment  of  maturing  obligations,  wher- 
ever possible.  By  the  middle  of  the  month  call  loans  were 
nade  at  seven  per  cent.,  while  the  best  business  paper  could 
command  no  lower  rate  than  twelve  per  cent.  By  Wednesday, 
he  2 1 St,  the  situation  had  become  very  critical.  Commercial  < 

laper  could  not  be  marketed  and  the  notes  of  many  of  the  most 
vealthy  houses  were  freely  offered  at  twenty-four  per  cent.  At 
his  juncture  a meeting  of  the  officers  of  the  Associated  Banks 
vas  called  and  the  plan  of  relief  by  the  issue  of  clearing  house 
oan  certificates,  then  presented  for  the  first  time,  was  unani- 
mously adopted.^ 

^ The  following  is  a copy  of  the  proceedings  of  the  association  : 

In  order  to  enable  the  banks  of  the  City  of  New  York  to  expand  their  loans 
: nd  discounts,  and  also  for  the  purpose  of  facilitating  the  settlement  of  the 
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The  effect  of  this  action  by  the  banks  was  felt  at  once.  The 
loans  made  in  the  next  few  days  are  said  to  have  exceeded 
$5,000,000  and  the  pressure  was  greatly  relieved.  Within 
thirty  days  there  were  outstanding  nearly  $7,000,000  of  loan 
certificates  and  the  banks  had  increased  the  line  of  discount  by 
$8,000,000.  From  Jan.  ist,  1861,  the  improvement  was  rapid. 
By  the  last  week  in  February  the  bank  deposits  had  risen  to 
^ ninety-one  and  one-half  millions  of  dollars.  Business  paper 

was  freely  discounted  at  seven  to  eight  per  cent.,  and  money 
was  more  abundant  than  it  had  been  at  any  time  during  the 

exchanges  between  the  banks,  it  is  proposed  that  any  bank  in  the  Clearing- 
House  Association  may,  at  its  option,  deposit  with  a committee  of  five  persons — 
to  be  appointed  for  that  purpose — an  amount  of  its  bills  receivable,  United 
States  stocks,  Treasury  notes  or  stocks  of  the  State  of  New  York,  to  be  approved 
by  said  committee,  who  shall  be  authorized  to  issue  thereon  to  said  depositing 
bank  certificates  of  deposit,  bearing  interest  at  seven  per  cent,  per  annum,  in 
denominations  of  five  and  ten  thousand  dollars  each,  as  may  be  desired,  to  an 
amount  equal  to  seventy-five  per  cent,  of  such  deposit.  These  certificates  may 
be  used  in  the  settlement  of  balances  at  the  Clearing  House,  for  a period  of 
► thirty  days  from  the  date  hereof,  and  they  shall  be  received  by  creditor  banks, 

during  that  period,  daily,  in  the  same  proportion  as  they  bear  to  the  aggregate 
amount  of  the  debtor  balances  paid  at  the  Clearing  House.  The  interest  which 
may  accrue  upon  these  certificates  shall,  at  the  expiration  of  the  thirty  days,  be 
apportioned  among  the  banks  which  shall  have  held  them  during  the  time. 

The  securities  deposited  with  said  committee  as  above  named,  shall  be  held 
by  them  in  trust  as  a special  deposit,  pledged  for  the  redemption  of  the  certifi- 
cates issued  thereupon. 

The  committee  shall  be  authorized  to  exchange  any  portion  of  said  securities 
for  an  equal  amount  of  others,  to  be  approved  by  them  at  the  request  of  the 
depositing  bank,  and  shall  have  power  to  demand  additional  security  either  by 
an  exchange  or  an  increased  amount,  at  their  discretion. 

The  amount  of  certificates  which  this  committee  may  issue  as  above  stated 
shall  not  exceed  §5,000,000.  (On  Dec.  3d,  i860,  it  was  voted  to  increase  this 
limit  to  $10,000,000.) 

This  agreement  shall  be  binding  upon  the  Clearing  House  Association  when 
assented  to  by  three-fourths  of  its  members. 

Resolved,  That  in  order  to  accomplish  the  purpose  set  forth  in  this  agreement, 
the  specie  belonging  to  the  associated  banks  shall  be  considered  and  treated  as 
a common  fund  for  mutual  aid  and  protection,  and  the  committee  shall  have 
power  to  equalize  the  same  by  assessment  or  otherwise. 

For  this  purpose  statements  shall  be  made  to  the  committee  of  the  condition 
of  each  bank  on  the  morning  of  every  day  before  the  commencement  of  busi- 
ness, which  shall  be  sent  with  the  exchanges  to  the  manager  of  the  Clearing 
House,  specifying  the  following  items,  viz  : 

I.  Loans  and  discounts.  2.  Deposits.  3.  Loan  certificates.  4.  Specie, 

17 
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previous  year.  On  ]\Iarch  9th,  the  last  loan  certificate  was 
retired  and  cancelled. 

In  this  undertaking  of  the  Associated  Banks,  which  unques- 
tionably saved  the  mercantile  community  from  a general  sus- 
pension, unity  of  action  was  most  essential.  The  resolutions 
authorizing  the  issuance  of  Loan  Certificates  and  the  agreement 
to  make  the  aggregate  stock  of  specie  common  among  all  the 
banks,  were  passed  by  the  unanimous  vote  of  all  the  banks  who 
were  represented  at  the  Clearing  House  meeting  of  Nov.  21st. 
The  Chemical  Bank,  however,  did  not  participate  in  the  move- 
ment. They  had  strengthened  their  specie  reserve  and  declined 
to  cooperate  with  the  other  institutions.  A committee  was 
appointed  to  wait  upon  them,  but  they  declined  to  be  a party 
to  the  measures.^  As  a result  of  this  unwillingness  to  share 
in  the  burdens  of  the  Associated  Banks,  the  Chemical  Bank 

' At  a meeting  of  bank  officers,  held  on  Tuesday,  the  27th  of  November,  i860, 
\i  banks  being  represented,  the  following  preamble  and  resolutions  were  unani- 
■nously  adopted  : 

IVkereas,  The  banks  in  the  City  of  New  York,  as  a measure  of  relief  to  the 
business  community,  in  a period  of  great  financial  distress,  have  adopted  an 
igreement  for  mutual  support  and  protection  ; and  in  so  doing,  in  consideration 
Df  a great  good  to  be  accomplished,  have  yielded  whatever  advantages  of  posi- 
:ion  any  of  them  may  have  possessed  over  the  others  ; and  whereas  this  agree- 
nent  has  been  approved  and  agreed  to  by  every  bank  in  the  City  of  New  York, 
kvith  the  single  exception  of  the  Chemical  Bank  ; and  whereas  that  bank  will 
share  equally  with  the  others  in  the  benefits  arising  from  the  measures  adopted  ; 
md  whereas  this  agreement  in  its  practical  operations  so  affects  the  details  of  the 
Clearing  House,  as  to  render  an  exceptional  case  greatly  annoying  and  incon- 
venient ; and  whereas  there  is  obligation  of  duty  which  has  moved  the  great 
>ody  of  bank  officers  in  this  trying  emergency,  which  does  not  bear  equally 
ipon  the  bank  in  question  : 

Therefore.,  resolved.,  That  while  we  hold  its  officers  personally  in  high  esteem, 
i proper  official  self-respect  requires  that  after  allowing  that  bank  time  for  fur- 
her  consideration,  we  should,  unless  they  unite  with  us,  withhold  from  it  the 
)rdinary  interchanges  of  business,  and  we  therefore  agree,  that  after  Saturday, 
he  first  day  of  December  next,  no  bank  which  is  a pai  t)T to  the  agreement  will 
eceive  on  deposit,  or  in  payment  of  notes  at  its  counter,  checks  drawn  upon 
he  Chemical  Bank,  and  that  no  checks  on  that  bank  will  be  collected  by  either 
)f  us  through  the  Clearing  House. 

Resolved^  That  a copy  of  this  preamble  and  resolution  be  sent  by  the  secretary 
o the  Chemical  Bank. 

At  a meeting  held  December  3d,  i860,  a vote  was  passed  as  follows  : 

Resolved.,  That  the  circulating  bank  notes  of  the  Chemical  Bank  be  not  received 
»n  deposit  and  in  payment  of  debts. 


was  suspended  from  the  privileges  of  the  Clearing  House  from 
December  ist,  i860,  until  March  15th,  1861,  upon  which  date 
the  joint  arrangement  for  relief  measures  was  formally  ter- 
minated, the  last  Loan  Certificate  having  been  retired  on  the 
9th  inst.^ 

In  the  years  1862,  1863  and  1864,  the  resources  of  the  Asso- 
ciated Banks  were  again  severely  tested  in  aiding  the  operations 
of  the  Government  and  in  assisting  its  financial  measures. 

Again  were  the  banks  obliged  to  take  joint  action  and  an 
issue  of  loan  certificates  was  made  in  each  of  the  three  years. 

In  these  years  the  issue  was  made  against  the  deposit  of 
United  States  interest-bearing  treasury  notes,  while  in  i860 
bills  receivable  had  been  the  form  of  the  securities  deposited. 


In  1873  the  precedent  established  in  i860  was  again  followed 
by  the  New  York  City  banks,  and  the  same  policy  was  adopted 
by  the  associated  banks  of  Boston,  Philadelphia,  Baltimore, 
New  Orleans,  Cincinnati  and  St.  Louis.  By  the  middle  of 
September,  1873,  ^ panic  of  unusual  severity  was  raging  in  New 
York.  On  Friday,  the  19th,  the  situation  had  become  des- 
perate, many  failures  had  been  announced,  a few  banks  had 
suspended,  and  apprehension  and  alarm  were  everywhere  felt. 
On  the  following  day  the  Stock  Exchange  was  closed  for  an 
indefinite  period,'  values  were  entirely  upset  and  the  best 
securities  and  business  paper  went  begging. 

Again  the  Clearing  House  authorized  the  use  of  Loan  Cer- 
tificates, and  on  Saturday,  the  20th,  it  was  determined  to  issue 
them  at  once  to  the  amount  of  $10,000,000.  It  was  also 
announced  that  the  Government  would  purchase  ten  millions 
of  bonds.  These  measures  stemmed  the  tide  of  doubt  and  fear, 
and  on  Monday  the  most  acute  stage  of  the  panic  was  over. 

The  resolutions  authorizing  this  issue  of  certificates  were 
practically  the  same  as  those  adopted  in  i860.  On  October  3d, 

* At  a meeting  of  the  Associated  Banks  held  March  15th,  i86r,  the  following 
resolution  was  adopted  : 

Resolved.,  That  the  resolution  of  non-intercourse  with  the  Chemical  Bank, 
adopted  on  the  27th  day  of  November,  last,  which  still  remains  in  force,  be  now 
rescinded. 

^ Stock  Exchange  reopened  September  30th. 
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eleven  days  after  the  issue  of  the  first  certificates,  the  amount 
outstanding  was  $22,410,000.  No  weekly  Clearing  House 
statement  of  the  condition  of  each  bank  was  made  from  Sept. 
22d  to  Dec.  8th,  as  it  was  deemed  inadvisable  to  call  attention 
to  the  weak  condition  of  any  bank  and  so  precipitate  a run 
upon  it. 

This  course  was  also  pursued  by  the  Philadelphia  banks,  who 
published  no  weekly  statements  from  Sept.  22d  to  Nov.  24th. 

The  following  table  will  show  the  extent  to  which  loan  cer- 
tificates were  used  in  other  cities  at  this  time. 


1873. 

Clearing  Houses.  Maximum  Amount  Outstanding. 


New  York, 

, . . $22,410,000 

On  October  3d. 

Boston, 

4,800,000* 

On  October  20th. 

Philadelphia, 

6,285,000 

On  December  ist. 

/ First  issue  on  Sept.  24th. 
- Last  certificate  cancelled 
( Jan.  2d,  1874. 

Baltimore, 

1,326,000* 

New  Orleans,  , 

1,067,000 

On  October  loth. 

' First  issue  on  Sept.  25th. 
- Last  certificate  cancelled 
\ Nov.  6th. 

Cincinnati, 

515.400'^ 

■ First  issue  on  Sept.  25th. 
* Last  certificate  cancelled 
( Nov.  loth. 

St.  Louis, 

1,472,500- 

In  May,  1884, 

in  order  to  save  a wild  and  general  panic. 

another  issue  of  certificates  was  made.^ 

On  May  24th,  the  bank  statement,  this  time  published 
weekly  throughout  the  panic,  showed  a deficiency  in  the  legal 
reserve  of  $6,607,125.  The  intensity  of  the  panic  was,  how- 
ever, of  short  duration.  By  June  21st  this  deficiency  had 
become  a surplus  of  $10,020,075  above  the  legal  requirement, 
and  by  the  end  of  the  month  the  necessity  for  the  loan  certifi- 
cates was  practically  ended. 

The  next  period  of  extreme  financial  stringency  came  sud- 
denly in  1890,  following  close  upon  the  failure  of  the  Messrs. 

* Approximate,  exact  figures  cannot  be  given. 


^ Total  amount  issued. 

^ In  1884  Loan  Certificates  were  issued  by  the  New  York  Clearing  House  only. 
On  May  24th  the  amount  outstanding  reached  its  maximum  of  $21,885,000. 
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Baring  Bros,  of  London.  On  Nov.  12th  the  first  certificate 
was  issued  in  New  York,  by  the  middle  of  December  the 
amount  had  been  increased  to  $15,000,000,  which  was  all  retired 
within  less  than  three  months  from  the  date  of  the  first  issue. 
The  Boston  and  Philadelphia  Clearing  Houses  afforded  like 
relief  at  this  time,  the  former  issuing  about  one-third  and  the 
latter  about  one-half  the  amount  of  the  New  York  issue. 

1890. 

Clearing  Houses.  Maximum  Amount  Outstanding. 

New  York $15,205,000  On  December  13th. 

Boston,  5,065,000  On  December  6th. 

Philadelphia, 8,870,000  On  January  9th,  1891. 

As  in  the  preceding  years,  so  in  1893,  the  panic  placed  upon 
the  banks  severe  burdens,  which,  under  more  rational  laws 
could  have  been  met  with  much  less  inconvenience  and  loss. 
At  a time  when  a rapid  extension  of  bank  note  circulation  was 
imperatively  needed,  the  national  banking  system  proved 
totally  inadequate  to  furnish  it,  while  the  state  banks  were  pre- 
vented from  affording  relief  by  the  operation  of  the  arbitrary 
“ten  per  cent,  tax”  on  all  circulation  other  than  that  issued  by 
national  banks.  A slight  expansion  would  have  afforded  relief 
at  once,  but  even  a moderate  extension  of  credits  was  made 
almost  impossible  by  legal  enactments  hard  to  evade.^ 

The  only  thing  to  do  was  to  resort  to  the  expedient  first 
adopted  in  i860,  and  by  united  action  afford  the  assistance  so 
greatly  needed. 

“Clearing  House  Loan  Certificates”  had  already  claimed  the 
attention  of  men  three  times  since  the  close  of  the  Civil  War, 
and  while  their  nature  was  not  well  understood  their  issue  met 
with  very  general  favor,  as  an  indication  that  the  banks  recog- 
nized the  situation  and  were  prepared  to  cope  with  it.  The 
help  given  was  most  timely  and  important,  while  the  worst  that 
can  be  charged  is  that  the  continued  loaning  by  the  banks 

' On  June  3d  the  circulation  of  the  national  banks,  members  of  the  New  York 
Clearing  House,  was  $5)570)50o.  Strenuous  efforts  were  made  to  increase  this 
amount,  but  for  every  $90  issued  more  than  $100  of  assets  must  needs  be  tied 
up  in  the  purchase  of  government  bonds.  By  Nov.  4th  the  amount  had  been 
increased  to  $14,409,900,  and  in  a slight  measure  this  doubtless  afforded  a tardy 
relief. 


BANKS  OF  THE  NEW  YORK  CLEARING  HOUSE  ASSOCIATION 


r 


1897]  Cleai'ing  House  Loan  Certificates.  263 

reduced  their  reserves  below  the  legal  requirement.  The  ser- 
vice rendered — salvation  from  financial  chaos.  The  cost — a 

♦ temporary  overstepping  of  an  arbitrary  legal  requirement. 

The  diagram  on  the  preceding  page  illustrates  graphically 
the  course  of  loans,  deposits,  specie  and  legals,  and  Clearing 
House  Loan  Certificates  from  March  4th,  1893,  to  Dec.  2d, 

♦ 1893- 

Beginning  March  4th,  the  loans  stood  at  452  millions  with 
deposits  at  462  millions.  For  three  months  there  was  a gradual 
shrinkage  in  both  of  these  items,  accompanied  by  a slight  gain 
in  specie  and  legals.  During  the  month  of  June  the  shock  of 
panic  was  felt  and  deposits  fell  sharply.  The  course  of  the  loans 
was,  however,  about  stationary.  Before  the  close  of  the  month 
loan  certificates  were  called  into  play  and  for  the  next  three 
months  the  loans  ranged  well  above  the  deposits,  a condition 
rendered  possible  by  the  free  use  of  the  loan  certificates.^ 

By  September  ist  deposits  had  taken  an  upward  turn  and 

• before  the  end  of  the  month  the  improvement  had  become  pro- 

* nounced. 

On  June  3d  the  New  York  City  banks  held  $20,987,500 
above  the  amount  of  reserve  required  by  law.  During  the 
month  their  loans  decreased  but  $3,000,000,  and  on  July  ist 
the  surplus  reserve  was  down  to  $1,251,725.  On  June  21st 
the  first  issue  of  Loan  Certificates  was  made.  The  banks 
extended  all  possible  credit  to  their  dealers  and  on  August  12th 
the  loans  had  increased  to  $411,000,000,  involving  a reduction 
of  their  reserve  to  $16,000,000  below  the  legal  requirement. 
On  Sept.  2d  the  impaired  reserve  had  been  nearly  made  good 
4 and  on  October  7th  the  Associated  Banks  held  $28,000,000  in 

excess  of  the  statutory  limit.  On  October  28th  the  publication 
of  the  weekly  statement  of  each  bank  was  resumed  by  the  Clear- 
ing House,  after  an  interim  of  19  weeks,  during  which  no  such 
statements  were  issued,  and  on  November  ist,  the  last  loan 
certificate  was  retired.  Never  before  had  so  large  an  amount 
- of  certificates  been  called  for  by  the  banks;  seldom,  if  ever,  had 

the  need  for  them  been  so  great. 

‘ In  July  78  percent,  of  the  balances  were  paid  in  loan  certificates,  in  August 
95  per  cent.,  and  in  September  30  per  cent. 
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Relatively  to  deposits  the  issue  was  less  than  in  1873,  when 
;he  deposits  were  $152,640,000  and  loan  certificates  $22,410,000 
Dr  14.7  per  cent.,  while  in  1893  the  deposits  were  $374,010,000 
ind  loan  certificates  $38,280,000  or  10.2  per  cent.^  The  con- 
Jitions  prevailing  in  New  York  existed  with  varying  degrees 
Df  intensity  in  many  places,  and  the  example  set  by  the  New 
Tork  banks  was  followed  by  the  associated  banks  of  several 
Dther  cities. 


1893. 

Loan  Certificates. 

Clearing  House.  Maximum  Amount  Outstanding. 


'Jew  York, 

$38,280,000 

Aug.  29  to  Sept.  6. 

Boston, 

ii,445iOOo 

Aug.  23  to  Sept.  I. 

Philadelphia, 

. , . . 10,965,000 

Aug.  15. 

Baltimore, 

1,475,000 

Aug.  24  to  Sept.  6. 

*Jew  Orleans,  . 

. . . . 998,000 

Sept.  7 to  Sept,  14. 

Buffalo, 

. . . , 925,000 

July  9. 

Pittsburgh, 

. . . . 987,000 

Sept.  15. 

Detroit, 

. . . . 360,000 

Sept.  II. 

In  Boston  the  first  certificate  was  issued  June  27th  and  from 
;hat  date  to  September  30th,  loan  certificates  aggregating 
543,130,000  were  used  for  the  settlement  of  balances,  being 
58.4  per  cent,  of  the  total  balances. 

Nor  does  this  fully  represent  the  extent  to  which  credit 
nstruments  were  used  in  settling  balances  between  Boston 
)anks,  for  a still  larger  amount  was  adjusted  by  the  use  of  trans- 
er  orders  and  checks,  which  were  availed  of  to  the  extent  of 
051,729,000,  which  left  but  15.6  per  cent,  of  the  aggregate  bal- 
ances to  be  settled  in  money. 

Besides  the  issues  in  times  of  wide-spread  and  far-reaching 
financial  distress,  the  New  Orleans  Clearing  House  has,  on  two 
occasions,  resorted  to  this  remedy  when  conditions  more  or  less 
local  in  character  seemed  to  demand  it.  Once  in  1879  a merely 
nominal  amount,  $54,000,  was  issued,  and  again  in  1896,  when 
1 he  political  situation  was  threatening,  and  the  whole  country 
’vas  ill  at  ease.  The  largest  amount  then  outstanding  was  on 
!5ept.  4th,  1896,  viz.:  $399,000,  and  the  last  certificate  was 
letired  Nov.  17th,  1896. 


* Report  of  Loan  Committee  of  the  New  York  Clearing  House,  Dec.,  1893, 
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As  to  the  nature  of  the  loan  certificate,  the  popular  concep- 
tion is  rather  indefinite  and  vague,  and  hence  the  cry  has  been 
raised  that  its  issue  contravenes  the  law  imposing  a ten  per  cent, 
prohibitive  tax  on  bank  note  currency  other  than  national  bank 
circulation.  Besides  the  loan  certificates  issued  in  1893  by  the 
eight  associations  already  mentioned,  there  was  a considerable 
amount  of  emergency  circulation  emitted  by  the  banks  of  sev- 
eral cities  in  the  South  and  West.  These  issues  were  often 
termed  “Clearing  House  Certificates”  and  the  name  itself  con- 
veyed the  idea  that  they  were  in  some  way  the  obligations  of  all 
the  banks  in  the  locality,  which  indeed  was  true.  Such  paper 
was  not,  however,  in  any  real  sense,  clearing  house  loan  certifi- 
cates, since  no  organized  clearing  house  existed  in  most  of  the 
towns.^  The  conditions  surrounding  their  issue  were  very  dif- 
ferent from  those  which  prevailed  in  the  larger  cities  of  the 
East,  and  in  some  of  the  smaller  Southern  towns  this  bank 
paper  had  a rather  general  use  as  currency.  Supported  by  the 
combined  assets  of  all  the  banks  of  a locality,  this  credit  cur- 
rency was  undoubtedly  of  great  public  assistance  and  its  issue 
was  imperatively  demanded. 

Although  of  doubtful  legality,  the  unusual  character  of  the 
emergency  probably  justified  its  issue. 

Manufacturers,  merchants  and  even  municipal  corporations," 
resorted  to  precisely  similar  measures  and  issued  their  notes 
or  due  bills,  which  circulated  for  the  time  being  as  widely  as  the 
credit  of  their  makers  permitted.  Such  instruments  as  these 
were  in  the  nature  of  substitutes  for  currency,  which  was  being 
very  generally  hoarded  and  which  for  a few  days  commanded 
a premium  of  from  2 to  4 per  cent,  in  bankable  funds.  On  the 
other  hand,  the  loan  certificates  issued  by  the  various  clearing 
houses  in  the  East  were  not  intended  to  circulate  and  did  not 
circulate  as  money.  Forming  merely  a convenient  and  tempo- 
rary mode  of  effecting  settlements  between  the  banks,  people 

^ For  example,  Newman,  Ga.  ; Columbia,  S.  C.  ; Danville,  Va.  ; Albany,  Ga.  ; 
Chester,  S.  C, 

There  were  a few  noteworthy  exceptions  in  the  South,  e.  g.,  Chattanooga, 
where  actual  loan  certificates  to  a maximum  of  $15,000  were  issued  for  use  in 
settlement  of  Clearing  House  balances 

^ Tacoma,  Wash.,  and  Richmond,  Va. 
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did  not  so  much  as  see  them  in  their  daily  dealings  with  the 
banks. 

A doubt  may  exist  as  to  whether  the  issues  of  the  country 
banks  in  the  South  violated  the  spirit  or  the  letter  of  Section 
3412  of  the  U.  S.  Revised  Statutes  of  1878,^  but  it  is  difficult  to 
see  how  the  actual  Clearing  House  Loan  Certificates,  such  as 
were  used  in  New  York,  Boston  and  Philadelphia,  could  fairly 
be  construed  as  bank  notes  used  for  circulation.^ 

Under  more  liberal  laws  governing  the  issue  of  currency  by 
the  banks,  the  need  for  special  clearing  house  action  in  times  of 
panic  is  obviated  or  at  least  greatly  diminished. 

In  Montreal,  Toronto  and  other  Canadian  cities,  financial 
storms  are  weathered  without  the  assistance  of  any  unusual 
clearing  house  devices,  since  it  is  competent  for  Canadian  banks 
to  expand  their  currency  issues  to  meet  sudden  demands,  as 
they  may  arise. 

In  the  United  States,  however,  federal  legislation  has  so  lim- 
ited the  powers  of  our  banks  as  to  impair  their  usefulness  at  the 
times  when  their  assistance  is  most  needed.  At  such  times,  in 
each  decade  during  the  last  forty  years,  has  the  issue  of  clearing 
house  loan  certificates  saved  the  mercantile  community  from 
untold  loss,  and  until  a freer  bank  note  circulation  is  permitted, 
it  is  probable  that  this  method  of  relief  will  occasionally  be 
adopted  to  the  very  great  advantage  of  all  legitimate  business 
interests. 

Charles  E.  Curtis. 

New  Haven,  Conn. 

^ U,  S.  Revised  Statutes  of  1878,  Section  3412:  “ Every  National  banking 

association,  state  bank,  or  state  banking  association,  shall  pay  a tax  of  ten  per 
centum  on  the  amount  of  notes  of  any  person,  or  of  any  state  bank  or  state 
banking  association,  used  for  circulation  and  paid  out  by  them.” 

^ “ The  issue  of  loan  certificates,  although  practically  equivalent  to  a supple- 
mental issue  of  currency,  exclusively  for  local  uses  between  the  members  of  the 
Association,  are  only,  in  fact,  convenient  instruments  by  which  the  bills  receiv- 
able and  negotiable  securities  belonging  to  one  bank  are  readily  transferred  to 

another,  in  exchange  and  as  a substitute  for  its  ready  money ” 

George  S.  Coe  in  his  remarks  before  the  New  York  Clearing  House  Associa- 
tion, June  4th,  1884. 

For  definition  of  Loan  Certificates  see  decison  of  the  Supreme  Court  of 
Pennsylvania,  in  the  case  of  Crane  et  al,  v.  Fourth  Street  National  Bank  of 
Philadelphia,  (173  Penna.  State  Reports,  page  566,  also  reported  in  34  Atl.  Rep., 
296.) 


